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Are you confused by 
all the changes in 
the tax reform laws?
The New Tax Reform Law and Its Impact 
On Your Tax Planning Strategies
If you are like many Americans, you are 
probably wondering how tax reform will 
affect you and whether or not it means 
more money in your pocket and less in 
Uncle Sams. But, just sitting back and 
waiting to see what happens won’t help. 
Now is a good time to consider tax strat­
egies that will help you make the most of 
your money.
Inside is a worksheet to help you estimate 
your tax bills for 1986, 1987, and 1988, as 
well as highlights of the provisions of the 
new tax law. By estimating your tax bills, 
you will have a better idea of how you will 
fare under the tax reform and you will be 
able to decide which tax strategies are best 
for you.
KEY POINTS IN THE 1986 TAX REFORM ACT
Two Individual Tax Rates: 15% & 28% 
Personal Exemptions are Increased 
Standard Deduction Replaces the Zero Bracket Amount 
Mortgage Interest Deduction Still Intact 
State and Local Sales Tax Deduction Repealed 
Medical Expense Deduction Toughened 
Two-Earner Deduction Repealed 
IRA Deduction Limited 
401(k) Plans Modified 
Employee Business Expense Deduction Revised
The New Tax Reform Law and Its Impact on 
Your Tax Planning Strategies
The reduction of the tax brackets is where the overhaul of the tax code begins. 
Changed from 14 different tax brackets (15 for single individuals), the tax law separates 
all personal income tax into two brackets: 15% and 28%. There will also be a 33% tax 
rate for certain taxpayers at higher levels of income. The 15% rate applies to married 
couples with taxable income of up to $29,750; to single individuals with taxable 
income of up to $17,850; and to heads 
of households with taxable income of 
up to $23,900.
These rates become effective in 1988, 
allowing 1987 as a phase-in period. In 
1987, instead of the two basic rates, 
_ taxpayers will be taxed at five different 
" rates ranging from 11% to 38.5%.
TAX RETURN 
COMPARISON WORKSHEET
This worksheet will enable you to compare your estimated taxes for 1986 to 
those for 1987 and 1988 when the new laws apply.
INCOME 1986 1987 1988
Wages, Salaries, Tips, etc. _____ _____ _____
Interest Income _____ _____ ____
Dividends _____ ______________
Capital Gains _____ _____ _____
Rents, Royalties, Partnerships _____ _____ _____
Unemployment Compensation _____________ _____ ___
Taxable Social Security _____________ ________
Total Income _____ _____ _____
ADJUSTMENTS TO INCOME
Employee Business Expenses _ ___ _____ ____
Moving Expenses _____ N/A N/A
Keogh Plan Deduction _____ _____ ____ _
Two Earner Deduction _____ N/A N/A
Adjusted Gross Income before IRA Deduction ____ _____ _____
(Subtract total adjustments from total income 
and enter this amount)
IRA Deduction _____ _____ _____
Adjusted Gross Income _____ _____ _____
ITEMIZED DEDUCTIONS
Medical Expenses _____ _____ _____
State and Local Income, Real Estate &
Personal Property Taxes _____ ____ _________
State and Local Sales Taxes _____ N/A N/A
Mortgage Interest ____ _____ _____
Other Interest _____ _____ _____
Charitable Contributions _____ _____ _____
Casualty & Theft Losses ____ _____ _____
(in excess of 10% of adjusted gross income)
Moving Expenses N/A _____ _____
Miscellaneous Deductions & Employee
Business Expenses ____ _____ _____
(deductible in 1987 & 1988 in excess of 2% 
of adjusted gross income)
Total Itemized Deductions _____ _____ _____
Total Itemized Deductions minus
Standard Deduction _____ N/A N/A
DEDUCTIONS FOR NON-ITEMIZERS
Charitable Deduction ____ N/A N/A
Standard Deduction N/A _____ _____
Total Deductions for Non-ltemizers ____ _____ ____
Personal Exemptions ____ _____ _____
Taxable Income ____ _____ _____
(Subtract Deductions and Personal Exemptions 
from Adjusted Gross Income)
TAX COMPUTATION
Capital Gains at 28% N/A _____ N/A
Tax From Tables .. . ....  .......... ..........
Income taxed at 33% N/A ........ ..........
Additional 5% surcharge on Personal Exemptions____ _______ _ _ ___
Tax Before Credits _____ _____ _____
CREDITS
Credit for Child and Dependent Care Expenses ____ _____ ____
Credit for Elderly and Disabled ......... .......... ......
Political Contributions ____ N/A N/A
Other Credits ____ _____ _____
Total Credits _____ _____ _____
TOTAL TAX LIABILITY ......... .......... ..........
___________SINGLE RETURNS___________________JOINT RETURNS
TAXABLE INCOME_______ TAX   TAXABLE INCOME TAX  
Up to $2,480__________ $0_____________ Up to $3,670 $0
$2,481 to $3,670_______ $0 plus 11% $3,671 to $5,940 $0 plus 11%
$3,671 to $4,750 ______ $131 plus 12% $5,941 to $8,200 $250 plus 12%
$4,751 to $7,010 $261 plus 14% $8,201 to $12,840 $521 plus 14%
$7,011 to $9,170_______ $577 plus $15% $12,841 to $17,270 $1,171 plus 16%
$9,171 to $11,650 $901 plus 16% $17,271 to $21,800   $1,879 plus 18%
$11,651 to $13,920 $1,298 plus 18% $21,801 to $26,550 $2,695 plus 22%
$13,921 to $16,190 $1,706 plus 20% $26,551 to $32,270 $3,740 plus 25%
$16,191 to $19,640 $2,160 plus 23% $32,271 to $37,980 $5,170 plus 28%
$19,641 to $25,360 $2,954 plus 26% $37,981 to $49,420 $6,769 plus 33%
$25,361 to $31,080 $4,441 plus 30% $49,421 to $64,750 $10,544 plus 38%
$31,081 to $36,800 $6,157 plus 34% $64,751 to $92,370 $16,369 plus 42%
$36,801 to $44,780 $8,102 plus 38% $92,371 to $118,050 $27,970 plus 45%
$44,781 to $59,670 $11,134 plus 42% $118,051 to $175,250 $39,527 plus 49%
$59,671 to $88,270 $17,388 plus 48% Over $175,250 $67,554 plus 50%
Over $88,270_________ $31,116 plus 50%  
___________ SINGLE RETURNS JOINT RETURNS
TAXABLE INCOME TAX TAXABLE INCOME TAX 
Up to $1,800 $0 plus 11% Up to $3,000 $0 plus 11%
$1,801 to $16,800 $198 plus 15% $3,001 to $28,000 $330 plus 15%
$16,801 to $27,000 $2,448 plus 28% $28,001 to $45,000 $4,080 plus 28%
$27,001 to $54,000_____ $5,304 plus 35% $45,001 to $90,000 $8,840 plus 35%
$54,001 and over_______ $14,754 plus 38.5% $90,001 and over $24,590 plus 38.5%
Although 1987 rates can exceed 28%, there are special rules to prevent capital gains from being taxed above 28%.
_____SINGLE RETURNS____________________ JOINT RETURNS
TAXABLE INCOME______ TAX TAXABLE INCOME  TAX  
Up to $17,850_________ $0 plus 15% Up to $29,750 $0 plus 15%
$17,851 to $43,150 $2,678 plus 28% $29,751 to $71,900 $4,463 plus 28%
$43,151 to $100,480 $9,759 plus 33% $71,901 to $171,090 $16,265 plus 33%
$100,481 and over $28,678 plus 28% $171,091 and over $48,998 plus 28%
INCOME
Although the new law still requires that you report all your income, the way in which you 
report it has changed in several categories.
Dividends
Currently, you are allowed to exclude the first 
$200 of qualified dividends from a U.S. corpo­
ration on a joint return. However, under the new 
tax law all dividends received will be subject to 
taxation.
Capital Gains
Under the new law, the special tax treatment 
now given to long-term capital gains has been 
eliminated. Currently, the top tax rate for these 
gains on your investment is 20%, while most of 
your other income can be taxed at rates as 
high as 50%. Under the reform, capital gains 
will be taxed at rates as high as 28%. To take 
advantage of the maximum rate, consider sell­
ing any investments in 1986 that you have held 
longer than six months that have proven to be 
particularly profitable.
Unemployment Compensation
All unemployment compensation must be 
reported in the future since the partial exclu­
sion under current law will be repealed.
Rents, Royalties and Partnerships
Beginning in 1987, deductions for losses from 
most limited partnerships will be phased out or 
eliminated depending on the timing of your 
investment. You will only be able to deduct 
65% of your losses in 1987 and only 40% in 
1988: these deductions will be totally dis­
allowed by 1991.
The deductibility of losses on rental proper­
ties owned and managed by taxpayers will be 
limited to $25,000 for those with adjusted 
gross incomes under $100,000 and will gradu­
ally be phased out for those with higher 
incomes.
401(k) Contributions
Under the current tax law, you are allowed to 
contribute as much as $30,000, tax deferred, 
to a 401 (k) retirement plan. However, under the 
tax reform act, your tax deductible contribution 
will be limited to $7,000. Take advantage of 
your position in an existing plan by making a 
contribution or enroll in one before December 
31, for a higher tax deduction in 1986.
ADJUSTMENTS TO INCOME
Employee Business Expenses
Under the new law, reimbursed business 
expenses will continue to be deductible as an 
adjustment to income. Unreimbursed busi­
ness expenses can only be claimed as an 
itemized deduction to the extent they exceed 
2% of your adjusted gross income.
Moving Expenses
Unreimbursed, job-related moving expenses 
are now treated as a miscellaneous deduction 
and can only be used by those who itemize. 
The cost of a job-related move won’t be sub­
jected to the 2% floor of Employee Business 
Expenses under the new law.
Two-Earner Deduction
Under the new law, this deduction will no long­
er be available. Currently, a couple filing jointly 
can take a 10% deduction, up to $3,000, for the 
lower earned income between the two.
Married couples whose adjusted gross income 
(AGI) exceeds $50,000 or single individuals 
whose AGI exceeds $35,000 will no longer be 
allowed to take a deduction for an IRA if they 
are able to participate in an employer’s pension 
plan. Only those who are not able to participate 
in a plan (either their own or a spouse's) and 
make a maximum of $40,000 as a married 
couple filing jointly, or a maximum of $25,000 
as a single individual, would retain the full IRA 
deduction. Those who fall between the cut-off 
points and are covered by a retirement plan 
would find their deduction reduced.
Those who are excluded can still contribute 
on a non-deductible basis and benefit from the 
tax deferred income these accounts generate.
If you don’t have an IRA, open one before 
April 15, 1987 while you can still deduct your 
full contribution.
PERSONAL EXEMPTIONS
On your 1986 income tax return, personal 
exemptions are $1,080 for each dependent, 
and elderly and blind taxpayers can claim an 
extra exemption. Personal exemptions are
being raised to $1,900 in 1987 and to $1,950 in 
1988. However, the elderly and the blind will 
lose part of the extra exemption.
1987 CAPITAL GAINS DEDUCTION
Long-term capital gains will be taxed at a rate 
no higher than 28%>. Short-term capital gains
will be taxed as ordinary income with a max­
imum rate of 38.5% in 1987 and 28% in 1988.
TAX COMPUTATION
Using the enclosed tax tables, you should be 
able to compute the tax you owe. There are 
exceptions. For 1988, if your taxable income is 
more than $71,900 but less than $149,250 on a 
joint return; more than $43,150 but less than 
$89,560 on a single individual return; more 
than $61,650 but less than $123,790 for head 
of household; or more than $35,950 but less
than $113,300 for married couples filing sepa­
rately, you will have to pay a surcharge. To 
compute the surcharge, add 5% of the amount 
by which your income exceeds these 
amounts. Taxpayers with income exceeding 
these levels will pay an additional 5% sur­
charge to phase-out the personal exemption.
CREDITS




Currently, you are allowed to deduct 
expenses that exceed 5% of your adjusted 
gross income. Under the tax reform act this 
will be raised to 7.5%. This means that you 
will either need more medical expenses or a 
lower adjusted gross income to meet this 
new requirement for the deduction.
State and Local Sales Taxes
This deduction will be totally eliminated. 
Under the old law, if you bought expensive 
items like a car, jewelry or household 
appliances for example, the state and local 
sales tax was totally deductible. Beginning 
January 1, 1987 this will no longer be true.
New Standard Deduction
Under the tax reform act, there will be an 
increase in the standard deduction. Many 
taxpayers may find they are better off as 
non-itemizers since the standard deduction 
for singles rises from $2,480 to $2,540 in 
1987, and to $3,000 in 1988. For heads of 
households, it rises from $2,480 to $2,540 
in 1987 and to $4,400 in 1988; and for joint 
filers, from $3,670 to $3,760 in 1987 and to 
$5,000 in 1988. Elderly and blind individu­
als will benefit from an additional standard 
deduction of $600 if they are married and 
$750 if they are single.
Mortgage Interest
The deduction for interest paid on mort­
gages and home equity loans for first and 
second homes is still intact, with 
restrictions. Deductions for interest on 
mortgages and loans originating after 
August 16, 1986 are limited to loans that do 
not exceed the original purchase price of 
your home plus improvements, medical 
expenses or educational expenses. Since 
consumer loan interest is being phased out 
by 1991, these home equity loans offer a 
good alternative for future financing.
Other Interest
Currently, you are allowed to deduct 100% 
of your interest payments on items such as 
consumer, auto and student loans, credit 
cards, and other interest charges. But, the 
tax reform act will phase out these deduc­
tions through 1991. These deductions will 
be reduced to 65% in 1987 and 40% in 
1988. Certain home equity loans may be 
used to finance such expenditures in the 
future and still qualify for a full interest 
deduction.
Charitable Contributions
As long as you itemize, you will still be able 
to fully deduct these contributions from your 
income tax. Those who don’t itemize would 
lose this deduction.
